PHI L1 PPI NES ECONOM C WRAP- UP
APRIL 8-14, 2000

A flurry of legislative activity this week, before
Congress takes its Easter break, saw several significant
economc reformbills, including power sector, banking
and securities reform as well as a new e-commerce | aw
take maj or steps forward. The governnent denies it has
defaulted on a | oan guarantee to a U S. financi al
institution, saying there was never was a guarantee (and
that there may have been significant fraud on the part of
the Filipino borrower). W also provide sone banking

not es.

These weekly reviews are avail able on the Enbassy's web
site (http://ww. usenbassy.state.gov/manila). W wll

not publish next week (April 15-21), however, due to

| ocal holidays. A longer and nore detail ed review of the
Phi | i ppi ne econony can al so be found on our web site in

t he Enbassy's January Econom c Qutl ook. Feedback on
these reports is invited via e-nmail to
"Schwart zTP@t at e. gov".
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FOREX REPORT

The Phili ppine peso continues to bounce around in a
narrow band just bel ow P41/ US$. Soci oeconom ¢ Pl anni ng
Secretary Felipe Medalla noted that higher oil prices
have led to increased demand for dollars, yet the peso
has not depreciated significantly as oil prices rose. He
suggest ed, however, that the peso could recover sonmewhat
(toward P40/ US$) as oil prices sank back to $19/bbl or
lower. Overall the peso, which closed at P41. 105/ US$ on
April 7, ended the week at P41.170 on April 14.

Dat e Wei ght ed Cl osi ng Vol unme
Aver age ( Pesos/ US$) (M11lion US$)
( Pesos/ US$)
MAR 06 40. 854 40. 900 167.7
07 40. 923 40. 980 163. 5
08 41. 042 40. 985 223.9
09 40. 957 40. 975 181.0
10 40. 923 40. 890 206. 8
MAR 13 40. 859 40. 865 138.0
14 40. 907 40. 935 155. 6
15 40. 937 40. 930 158. 6
16 40. 954 40. 940 185. 9
17 40. 932 40. 963 153. 5
MAR 20 40. 957 40. 960 87.0
21 40. 961 40. 963 140. 3
22 40. 915 40. 895 240. 6
23 40. 867 40. 870 252.6
24 40. 897 40. 930 190. 2
MAR 27 40. 951 40. 955 117.2
28 40. 943 40. 948 214. 7
29 41. 008 40. 995 209. 8
30 41. 063 41. 075 219.6
31 41. 086 41. 135 120.0



APR 03 41. 147 41. 135 197.5
04 41.174 41. 150 158. 6
05 41. 172 41. 130 150.5
06 41. 129 41. 120 163.0
07 41. 093 41. 105 128.6
APR 10 41. 115 41. 105 132.5
11 41. 104 41. 117 139.0
12 41. 157 41. 180 187.0
13 41. 166 41. 155 140. 3
14 41. 157 41. 170 49. 0

Source: Bankers Associ ation of the Philippines

CREDI T MARKET REPORT

Interest rates declined slightly at the April 10 Treasury
bill auction -- the consecutive decline -- but the snal
drop suggests the bottomis near. Rates on the 91-day T-
bills declined 8.3 basis points to 8.760% Rates on the
182-day T-bills declined 0.9 basis points to 9.376%
while rates on the 364-day bills dropped 0.1 basis points
to 10.391% Denand was fairly heavy and the Bureau of
Treasury sold all of the P4 billion in T-bills on offer.

Rates on the governnment’s five-year bonds dropped by 75
basis points to 12. 75% at the April 11 auction (from
March 14). Demand was heavy, with than P12 billion in

bids for the P3 billion of bonds on offer. The Treasury
made a full award.



APR 10 8. 760 9. 376 10. 391
Source: Bureau of the Treasury

Prime Lendi ng Rates of 18 Expanded Conmerci al Banks

Dat e of Survey Aver age Range

MAR 09 11. 2157 9.50 - 13.500
MAR 16 11. 2353 9.50 - 13.500
MAR 23 11. 2367 9.50 - 13.500
MAR 30 11. 2033 9.75 — 13.500
APR 06 11.1758 9.75 - 13.500
APR 13 11. 1366 9.50 — 13.375

Sources: Bangko Sentral ng Pilipinas; Press reports

STOCK MARKET REPORT

The rally on the Philippine stock exchange was fairly
short-lived and shallow, as results this week show. The
mar ket, which leapt 6.21%in four days of tradi ng between
April 5 and 10, settled back this week on profit taking
and | ow vol unes. The 33 share Philippine Stock |Index
(PH SI X) ended the week at 1712.54; its April 7 close was
1738. 49.

Phi |'i ppi ne Stock Exchange | ndex (PH SIX) and
Val ue of Shares Traded

Dat e PHI SI X Val ue
Cl ose (MI1lion pesos)
MAR 06 1738. 30 2249
07 1686. 72 2127
08 1639. 79 2171
09 1626. 95 2610
10 1621. 62 2910
MAR 13 1602. 96 3049
14 1633. 33 1601

15 1638. 60 2033



16 1629. 97 1749

17 1646. 28 1859
MAR 20 1657. 07 1373
21 1651. 40 2047
23 1646. 91 2199
24 1680. 58 2256
25 1681. 71 2209
MAR 27 1697. 25 2280
28 1701. 08 1857
29 1691. 14 6015
30 1697. 81 1471
31 1681. 72 1686
APR 03 1688. 32 976
04 1682. 53 1070
05 1691. 05 2634
06 1713. 24 1079
07 1738. 49 1223
APR 10 1796. 66 1425
11 1757. 45 1241
12 1744. 57 974
13 1725. 98 1107
14 1712. 54 1293

Source: Philippine Stock Exchange

GSI S CLAI MS FRAUD, NOT DEFAULT

Bear Stearns and AON Fi nancial Services of the United
States are claimng that the Philippine governnment has
defaulted on its guarantee of a $10 million | oan they
made to | ocal property devel oper, Ecobel Land. They
claimthat they had received a surety bond fromthe
gover nment owned CGovernnent Service | nsurance System
(GSIS - the civil service pension fund) for the | oan.
When Ecobel defaulted in March, AON asked GSIS to pay out
the guarantee; GSIS declined and so AON wote the

Phi | i ppi ne Departnment of Finance with a simlar demand.
GSI S explains that they had cancelled the bond at |east
one week before Ecobel drew down the |oan with Bear
Stearns; they also are investigating former and current



GSIS officials for potential fraud in the matter. GSIS
and the Philippine governnent both have reiterated that a
GSI S surety bond does not constitute a sovereign
guar ant ee.

ENERGY RESTRUCTURI NG PASSES ONE HURDLE

The House of Representatives, after a marathon 20-hour
sessi on, passed House Bill 8457 (the Electric Industry
Reform Act). The bill, which has been pending in one
formor another for alnost 4 years, provides for the
break-up and privatization of the National Power

Cor poration, the governnment owned electric utility.

NPC s transm ssion systemw || becone a separate

gover nment owned and regul at ed nonopol y, which may
eventual ly be privatized. NPC s generating plants, wll
be divided into seven separate "conpani es" and sold off
to private investors. The bill further takes P250
billion worth of debts of the NPC books and transfers
themto the national governnent; this should pave the way
for a mandated reduction in power rates. The bill wll

al so strengthen the powers and i ndependence of the Energy
Regul atory Board, and provides for open access and ot her
el ements necessary for an efficient and free market for
energy. The Senate is not taking the House's "omi bus”

approach, and has broken the bill into five parts. Two
of the Senate's bills have passed and three are still in
conmm ttee.

HOUSE PASSES SECURI TI ES BI LL

Just before adjourning for a three-week break on Apri

12, the House of Representatives passed House Bill (HB)
No. 8015, a proposed “Securities Act of 2000”. The
Senate had passed its own version in |ate 1998 as Senate
Bill (SB) No. 1220. The bills have inportant

di fferences, given the rapid devel opnent in capital

mar kets and the new chal |l enges faced by regulators. The
bills the Revised Securities Act of 1982. A desire to
restore market confidence in the wake of the BW Resources
scandal finally accel erated | ong-pending action in the
House. The two bills’ wll now go to a bicanera
conference commttee.



Congressional staffers told the Enbassy that the House
bill reflects sone of the benefits of hindsight fromthe
BW Resour ces brouhaha. Anong others, HB No. 8015 woul d:

-- Expand the definition of various fornms of market
mani pul ati on;

-- Provide for the independence of the SEC from any
government al agency except the courts;

-- Open the stock exchange to non-broker ownership by
capping voting rights of any one industry/business group
to 20%

-- I npose mninmum pai d-up capital requirements for
brokers and dealers (in addition to current net capital
and other trading limts);

-- Segregate broker-deal er functions (except for
specifically allowed transactions); and

-- Stiffen penalties for securities violations.

LEG SLATURE RATI FI ES NEW GENERAL BANKI NG ACT

Bot h houses of Congress also ratified a bicaneral
conference commttee report which essentially rewites
the country’s nore than 50-year old General Banking Act.
The bill provides for tighter disclosure requirenents;
stricter rules on bank transactions with directors,
officers and related interests (DOSRI); legislated limts
on |l oans granted against real estate; and explicit

aut hori zation for the Bangko Sentral to discipline erring
bank officials. The bill would also pave the way for the
Bangko Sentral to adopt risk-based capital ratios
according to Bank of International Settlenent standards.

The ratified bill adopted the Senate’s nore |iberal

provi sion on foreign owership. Subject to the criteria
and requirenments outlined in the 1994 Foreign Bank

Li beralization Act, the ratified bill would allow a
foreign bank to acquire up to 100% (versus 60% currently)
of one locally incorporated bank within seven years from
the law s effectivity. The House version all owed 100%
foreign acquisition in distressed banks only.



SENATE PASSES E- COMVERCE BI LL

On April 10, the Senate passed E-commerce | egislation,
based in large part on the UNCI TRAL nodel |aw on e-
commerce. The Senate bill, SB 1902, also includes
provisions to crimnalize "hacking." A provision on the
liability of Internet service providers (I1SPs) for
copyright infringenment was dropped. One last-mnute
amendnent inserted a provision taxing E-commerce
transactions. Al so added was a reciprocity clause
stating that the bill's "benefits"” shall apply only to
conpani es whose country of origin accords simlar
benefits to Filipinos. Legislationis still on the floor
in the House, and is expected to be debated after
Congress returns fromits Easter break, in md-My. The
bill pending in the House includes | anguage on ISP
l[iability, but no provisions on taxation.

BANK NOTES

Far East Bank Shares Delisted: Far East Bank and Trust
Conpany’s (FEBTC) shares were delisted fromthe stock
exchange this week, formalizing the bank’s nerger with
Bank of the Philippine Islands (BPl). Some 594 million
FEBTC shares were replaced by 416 mllion BPlI shares.
The marri age between the two banks nakes BPI the
country’s | argest commercial bank. Metropolitan Bank and
Trust Conpany (Metrobank) appears bent, however, on
retaining bragging rights as the country’s nunber one
banking institution -- working to conplete its

acqui sition of Solidbank.

Capital Build-Up Status: According to Bangko Sentral
officials, about 200 of the country’ s 976 banks did not
nmeet the latest round of mninmum capital hikes required
as of end-January 2000 (extended fromthe original
Decenber 1999 deadline). The list includes 16 of the
country’s 52 commerci al banks, sonme 40 thrift banks and
nore than 140 rural banks. The banks woul d be covered
under a “pronpt corrective action prograni instituted by
t he Bangko Sentral in late 1998. A few banks have
reportedly already applied for |icense downgrading. The
nunbers hint of greater consolidation in the banking



sector, with banks facing yet another round of capital
i ncreases which go into effect by the end of the year.



